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TAXES  IN  MASSACHUSETTS: 
MYTH  AND  REALITY 


Barry  Bluestone 
Randy  Albelda* 


Preface 

The  Massachusetts  House  of  Representatives  has  now  voted  and  overwhelmingly 
the  message  is  "No  New  Taxes."  If  the  budget  is  sustained  by  the  State  Senate,  few  doubt 
deep  and  painful  cuts  in  state  and  local  services. 

The  opposition  to  even  modest  tax  increases  reflects  a  popular  belief  that  Mas- 
sachusetts citizens  are  highly  taxed  at  the  state  and  local  level  and  that  once  again  Mas- 
sachusetts is  becoming  "Taxachusetts".  But  is  this  really  true?  This  McCormack  Institute 
study  attempts  to  shed  light  on  the  myth  and  reality  of  taxes  in  the  Commonwealth. 

Introduction 

In  a  Special  Report  on  "Massachusetts  Tax  &  Revenue  Burden:  1976-1987"  (High 
Tech  News.  January  1989)  circulated  throughout  the  business  community  and  the  state 
legislature,  the  Massachusetts  High  Technology  Council  has  charged  that  tax  burdens  in 
the  Commonwealth  not  only  exceed  those  of  most  other  states  by  whopping  percentages, 
but  that  the  overall  tax  burden  has  been  rising  relative  to  the  nation  as  a  whole  since  at 
least  1984.  This  report  has  played  a  prominent  role  in  fueling  legislative  opposition  to  any 
tax  increase  that  might  reduce  the  overall  state  budget  deficit. 

A  close  examination  of  the  Council  report  and  a  complete  re-analysis  of  national 
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and  state  tax  data  suggest  a  very  different  picture.  The  total  state  and  local  'tax  burden"  in 
Massachusetts  Is  today  lower  than  the  national  average,  and  it  has  been  going  down,  if 
anything,  not  up. 

What  is  unambiguously  t.  ue  about  Massachusetts  tax  burdens  can  be  summed  up 
simply: 

(1)  There  are  some  taxes  that  residents  of  f\/Iassachusetts  pay  more  of  than  those  in 
other  states  --  namely  income  taxes. 

(2)  The  income  tax  burden,  however,  is  more  than  offset  by  more  favorable  treat- 
ment of  other  kinds  of  state  and  local  taxes  and  fees,  including  sales  taxes. 

(3)  Overall,  Massachusetts  has  a  lower  state  and  local  tax  and  fee  burden  than  the 
nation  as  a  whole,  the  tax  burden  has  been  declining  over  time,  and  a  tax  increase  in  the 
neighborhood  of  $600  million  in  P/90  would  still  leave  the  Massachusetts  state  and  local 
tax  and  fee  burden  below  the  national  average. 

A  Matter  of  Method 

How  does  the  High  Tech  Council  make  the  claim  of  Taxachusetts"?  The  answer 
lies  in  the  peculiar  methodology  used  to  derive  the  High  Tech  Council  tax  burden 
estimates.  The  Council  takes  as  its  measure  of  tax  burden  "taxes  paid  per  capita."  While 
this  may  seem  on  the  surface  technically  appropriate  and  innocent  enough,  for  the  purpose 
of  measuring  tax  "burden"  it  leads  inevitably  to  results  that  are  highly  misleading. 

Prosperous  states  like  Massachusetts  will  often  look  highly  taxed  on  this  basis  --  and 
the  richer  they  get  the  more  likely  so  relative  to  other  states.  On  this  basis  the  U.S.  looks 
highly  taxed  relative  to  Bangladesh  which,  with  its  large  population  (a  large  per  capita!) 
and  little  income,  has  little  on  which  to  pay  taxes.  In  contrast,  a  country  with  a  robust  econ- 
omy, a  stable  population,  and  fixed  (or  even  downwardly  drifting  tax  rates)  will  appear  to 
have  a  rising  tax  burden  on  a  per  capita  basis. 

For  this  reason,  the  notion  of  tax  burden  only  has  meaning  relative  to  a  state's  or 
country's  income,  not  to  the  sheer  size  of  its  population.  The  key  to  accurately  measuring 
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burden  is  "ability  to  pay".  This  is  true  in  the  aggregate  for  a  state  as  it  is  for  each  individual 
taxpayer. 

The  correct  measure  of  tax  burden  --  and  the  one  generally  accepted  by  tax  analysts 
--  is  therefore  taxes  paid  per  donar  of  personal  income.  This  measures  the  value  of  taxes 
paid  versus  the  value  of  income  earned.  Obviously  a  prosperous  state  can  afford  to  pay 
more  taxes  than  a  poor  one  without  unduly  burdening  its  citizens.  This  happens  to  be  the 
case  in  Massachusetts.  The  reason  why  Massachusetts  looks  bad  on  the  High  Tech  Coun- 
cil's measure  is  precisely  because  Massachusetts'  incomes  have  risen  1.3  percent  faster  per 
year  than  the  nation's  as  a  whole  since  1980,  while  its  population  has  grown  by  only  one- 
fifth  of  the  national  rate.  Ironically,  if  the  Commonwealth  suffered  a  sharp  decline  in 
incomes  or  faced  a  massive  wave  of  immigration,  the  Council's  measure  of  tax  burden 
would  automatically  fall.  One  would  have  to  admit,  however,  that  this  would  be  a  rather 
high  price  to  pay  to  gain  a  favorable  position  on  the  High  Tech  Council's  tax  burden  list. 

Comparing  Myth  and  Reality 

To  demonstrate  just  how  deceptive  the  "per  capita"  statistics  can  be,  it  is  useful  to 
compare  the  per  capita  tax  burden  measure  with  per  income  dollar  estimates  for  each  of 
the  six  charts  produced  in  the  Council's  Report.  As  will  become  obvious,  the  discrepancies 
are  enormous  --  large  enough,  in  fact,  to  reverse  the  entire  High  Tech  Council  thesis. 

Chart  1  :  State  Taxes     (See  Chart  1 ) 

According  to  the  High  Tech  Council,  "by  1987  the  per  capita  state  tax  burden 
climbed  to  4th  highest  in  the  nation,  42%  above  the  national  average."  (p.  4)  In  fact,  as  a 
percent  of  personal  income,  state  taxes  have  been  rising  since  1980.  But  by  1987  they  were 
17%  above  the  national  average,  not  42%.  This  made  Massachusetts  rank  13th  in  the 
nation  in  state  taxes,  not  4th  as  the  Council  claimed.  Even  this  13th  place  ranking  is  mis- 
leading, however,  as  we  shall  see  below. 
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Chart  2  :  State  Individual  Income  Taxes  (See  Chart  2) 

Massachusetts  has  traditionally  relied  more  heavily  on  income  taxes  and  less  heavily 
on  sales  taxes  than  the  rest  of  the  nation.  That  is  why  Massachusetts  ranks  near  the  highest 
on  this  measure,  but  near  the  low  end  (44th)  on  sales  taxation. 

Nevertheless,  the  purported  recent  explosion  in  state  individual  income  taxes  simply 
has  not  occurred.  According  to  the  High  Tech  Council  estimate,  Massachusetts  individual 
income  taxes  on  a  per  capita  basis  have  risen  from  about  70%  above  the  national  average 
in  1977  to  117%  above  the  average  in  1987.  The  real  burden  as  a  percent  of  personal 
income  has  increased  over  this  time,  but  by  a  much  smaller  amount  --  from  about  70%  to 
about  80%  above  the  national  mean.  This  is  high  indeed,  but  as  we  shall  see  in  a  minute,  it 
is  offset  by  much  lower  burdens  on  other  tax  measures. 

Chart  3  :  State  Corporation  Income  Taxes  (See  Chart  3) 

Similarly,  Massachusetts  receives  --  and  always  has  received  --  more  of  its  total 
revenue  from  corporation  income  taxes.  But  the  staggering  rise  from  42%  above  the 
national  average  in  1978  to  140.8%  in  1987  according  to  the  High  Tech  Council  seriously 
overstates  the  increase  in  tax  burden.  The  real  rise  has  been  from  about  35%  above  the 
national  average  to  just  about  double  the  national  average.  If  Massachusetts'  corporations 
had  not  become  so  profitable  during  this  period,  the  relative  burden  would  have  been  much 
less. 

Chart  4  :  State  and  Local  Property  Taxes  (See  Chart  4) 

The  High  Tech  Council  admits  to  improvement  in  the  state  and  local  property  tax 
burden.  But,  their  measure  vastly  understates  the  level  of  the  reduction  in  revenues  from 
this  source.  According  to  the  Council,  despite  Prop  2  1/2,  "our  property  tax  burden  is  still 
relatively  high,  almost  30%  above  the  national  average."  The  correct  number  is  not  30%, 
but  about  5%  above  the  national  average.  Indeed,  in  1987  twenty-one  states  had  higher 
property  tax  burdens  than  Massachusetts.  This  may  suggest  that  Prop  2  1  /2  worked  too 
well  --  forcing  state  income  taxes  higher  to  pay  for  local  aid  so  as  to  compensate  for  the 
shortfall  in  local  property  tax  revenue. 
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Chart  5  :  State  and  Local  Taxes    (See  Chart  5) 

When  all  direct  state  and  local  taxes  are  combined,  the  High  Tech  Council  claims 
that  Massachusetts  ranks  5th  in  the  nation  in  total  tax  burden  -  26.5%  higher  than  the 
national  average.  In  fact,  Massachusetts  ranks  13th,  not  5th  in  1987  and  its  total  state  and 
local  tax  burden  is  less  than  4%  higher  than  the  national  mean.  This  is  down  from  23% 
above  the  national  average  in  1979  and  down  from  9%  in  1982.  Massachusetts  is  improving 
relative  to  the  rest  of  the  nation,  not  getting  worse  at  all. 

Yet  even  this  measure  overstates  the  relative  standing  of  the  state's  fiscal  burden  on 
its  taxpayers. 

Chart  6  :  State  &  Local  Revenue 

from  Own  Sources     (See  Chart  6) 

As  the  High  Tech  Council  correctly  points  out,  the  real  overall  tax  burden  includes 
not  only  taxes,  but  fees,  special  charges,  fines,  and  tuitions  paid  into  state  coffers.  These 
are  the  "hidden"  taxes  of  government,  but  just  as  real  to  the  taxpayer  as  the  income,  sales, 
or  property  tax.  Adding  all  of  these  together  (and  excluding  federal  grants  to  the  state) 
provides  the  best  measure  of  the  overall  "fiscal  burden"  to  the  citizens  of  Massachusetts. 
While  other  states  have  heaped  enormous  "hidden"  taxes  on  their  own  citizens,  the  Com- 
monwealth has  kept  these  levies  30  percent  below  the  national  average.  The  result  is  a 
"bottom  line"  overall  tax  burden  from  all  sources  that  places  the  Massachusetts  tax  situation 
in  correct  perspective. 

According  to  the  High  Tech  Council's  per  capita  measure,  the  total  fiscal  burden  in 
the  Commonwealth  in  1987  was  14%  higher  than  the  nation's  as  a  whole.  Moreover,  it 
claims  this  burden  has  risen  sharply  from  only  2.5%  in  1984.  The  14%  figure  gives  Mas- 
sachusetts, according  to  the  Council,  the  9th  highest  tax  burden  in  the  country. 

Just  the  opposite  is  true.  As  a  percent  of  personal  income,  the  Massachusetts  total 
fiscal  burden  has  been  falling  since  1979  and  today  stands  at  more  than  6%  below  the 
national  average.  As  late  as  1979,  it  was  more  than  10%  above.  That  makes  the  Com- 
monwealth now  not  the  9th  most  tax  burdened  state,  but  the  34th.  Only  sixteen  states  place 
a  lower  overall  tax  burden  on  their  citizens  than  Massachusetts.  The  prosperity  of  the  state 
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provides  us  not  only  with  a  higher  standard  of  living  than  most  states,  but  permits  us  to  pay 
for  state  and  local  government  with  a  smaller  share  of  our  personal  income. 

Table  1  summarizes  the  last  ten  years  of  tax  history  in  Massachusetts.  It  suggests 
that,  overall,  we  have  been  lowering  the  tax  burden.  We  have  moved  from  the  14th  most 
heavily  taxed  state  to  the  34th.  "Taxachusetts"  may  have  been  an  appropriate  label  when 
the  Commonwealth  had  a  weak  economy  in  the  1970s.  It  is  not  an  accurate  monicker 
today. 


Table  1 

Massachusetts  Taxes  as  Percent  of  Personal  Income 

State  Rankings 
1  =  Highest  State      50  =  Lowest  State 


FY77  FY87 

State  Taxes  21  13 

State  Personal  Income  Tax  7  4 

State  Corporate  Income  Tax  4  4 

State  &  Local  Sales  Taxes  45  44 

State  &  Local  Property  Taxes  2  2  2 

All  State  &  Local  Taxes  5  13 

State  &  Local  General  Revenue  14  34 
from  Own  Sources 
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Total  state  and  local  "own  source"  revenues  in  the  state  have  risen  from  $6.8  billion 
in  FY77  to  $15.7  billion  in  FY87  --  a  rise  of  130  percent.  But  because  total  personal 
income  has  risen  by  170  percent  over  that  time,  the  overall  tax  burden  has  gone  down  -- 
from  17.7  percent  of  personal  income  to  15.2  percent.  Massachusetts  is  buying  more  public 
goods  but  with  a  smaller  share  of  personal  income. 

Assessino  a  $600  million  State  tax  increase  on  Tax  Burden 

Clearly,  when  measured  appropriately,  Massachusetts  has  had  an  admirable  record 
in  terms  of  reducing  overall  tax  burdens  since  the  late  1970s.  From  above  the  national 
average,  the  Commonwealth  is  now  below  the  national  average. 

What  would  happen  to  this  record  if  the  state  legislature  were  to  raise  taxes  by  $600 
million  for  R'GO?  A  simple  simulation  based  on  the  last  five  years  of  tax  and  income  data 
suggests  the  following.  At  the  present  time,  Americans  nationally  pay  about  16.2%  of  their 
personal  income  in  state  and  local  taxes  and  fees.  In  Massachusetts,  we  pay  (as  noted 
above)  about  15.2%.  If  taxes  are  raised  by  $600  million  in  1990,  the  total  burden  would 
rise  by  about  half  of  one  percentage  point  to  15.7%,  still  below  the  current  national 
average. 

Note  that  this  assumes  no  increase  in  taxes  in  other  states  including  those  presently 
running  deficits  as  large  or  larger  than  the  Commonwealth's.  If  all  states  simply  increase 
their  tax  revenues  at  the  same  rate  as  they  have  over  the  past  five  years,  the  nation's  total 
state  and  local  tax  burden  will  be  16.7%  of  personal  income  by  Pr^go.  Massachusetts  will 
therefore  continue  to  be  as  in  1987    even  with  a  full  $600  million  tax  increase  over  current 
projected  levels  --  one  full  percentage  point  below  the  national  average. 

The  Numbers  Game 

The  lesson  to  be  drawn  from  this  analysis  is  that  there  is  more  than  one  way  to 
measure  tax  and  fee  burdens,  and  some  can  be  downright  mischievous.  The  High  Tech 
Council  uses  a  particular  measure  and  identifies  only  certain  taxes  and  fees  to  support  their 
own  political  perspective  about  the  Massachusetts  tax  structure.  The  measure  we  have 
used  is  the  one  most  commonly  used  by  fiscal  analysts  and  tax  experts  and  is  considered  to 
be  the  most  tenable  for  measuring  tax  burdens. 


-8- 


Even  this  measure,  however,  leaves  something  to  be  desired.  For  example,  corpo- 
rate tax  burdens  measured  against  population  or  per  capita  income  is  not  the  most 
appropriate  measure  for  considering  the  burden  of  this  particular  tax.  States  with  large 
prospering  business  sectors  wili  appear  highly  taxed  under  both  of  these  measure  --  but  this 
is  a  sign  of  a  healthy  state  economy,  not  a  burdened  one.  In  this  case,  business  taxation 
should  be  measured  against  the  income  of  corporations,  not  the  personal  income  or  the 
number  of  state  residents.  Unfortunately,  the  information  needed  to  make  this  calculation 
is  simply  unavailable.  Similarly,  the  taxes  and  fees  we  collect  from  non-residents  suggest 
that  the  proper  "denominator"  for  tax  burden  estimates  would  ultimately  have  to  be 
adjusted  and  refined  to  take  into  account  such  factors  as  a  growing  tourist  industry  and 
individuals  who  reside  in  neighboring  states  but  work  in  the  Commonwealth.  Taking  this 
into  account  might  suggest  even  a  lower  tax  burden  than  this  study  indicates. 

Of  course,  no  tax  measure  by  itself  will  tell  us  about  the  level  of  services  that 
businesses  and  residents  desire  or  are  delivered  relative  to  other  states.  A  principled  politi- 
cal debate  over  tax  burdens  must  take  into  account  what  role  state  and  local  spending  can 
play  in  assuring  the  continued  economic  and  social  viability  of  the  Commonwealth.  The 
lamentable  repercussion  of  the  High  Tech  Council's  report  on  taxes  is  that  it  has  made  that 
principled  debate  that  much  more  difficult  to  pursue. 

Conclusion 

In  summary,  one  would  simply  never  know  from  the  Special  Report  of  the  Mas- 
sachusetts High  Technology  Council  or  from  other  tax  opponents  that  Massachusetts  is 
actually  doing  quite  well  in  terms  of  tax  burden  relative  to  other  states  and  the  nation  as  a 
whole.  It  is  a  fact  that  the  legislature  has  failed  to  recognize.  Essentially,  mistaken 
statistics  are  hoodwinking  the  people  and  government  leaders  of  Massachusetts.  There  is 
good  reason  for  the  legislature  and  the  citizens  of  the  Commonwealth  to  demand  greater 
efficiency  and  productivity  from  state  government  agencies  ~  and  forcing  a  stringent  budget 
review  each  year  is  a  good  way  to  begin  to  meet  this  objective.  But  failing  to  fund  good  and 
necessary  programs  on  the  basis  that  Massachusetts  cannot  afford  them  is  simply  bowing 
under  the  pressure  of  misleading  analysis  ~  and  perhaps  outright  propaganda. 
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